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DECISION NO. b 27 5 8  

OPINION AND OrZDER 

APPEARANCES: Mr. Michael &I. Grant, Gallagher & Kennedy, PA, on behalf of 
Arizona Electric Power Cooperative, Inc.; 

Mr. Paul Michaud, Martinez & Curtis, on behalf of Mohave 
Electric Cooperative, Inc.; 

Mr. C. Webb Crockett, Fennemore Craig, PC, on behalf of 
Phelps Dodge, et al.; 

Ms. Sandra E. Rizzo, Wilkinson, Barker, Knauer, LLP, on 
behalf of North Star Steel; and 

Ms. Janice Alward, Staff Attorney, on behalf of the Utilities 
Division of the Arizona Corporation Commission. 

BY THE COMMISSION: 

The Arizona Electric Power Cooperative, Inc. (“AEPCO”) is a member-owned non-profit 

electric generation and transmission cooperative that supplies the power needs of its five Arizona, 

Class A Member Distribution Cooperatives (“Distribution Cooperatives”).’ Representatives of the 

Distribution Cooperatives comprise a majority of the members of AEPCO’s Board of Directors. 

On August 21, 1998, AEPCO submitted its Application for Approval of its Filing as to 

I AEPCO’s Class A members are Mohave Electric Cooperative, Inc., Trico Electric Cooperative, Inc. ( ‘T~co”) ,  
Sulpher Springs Electric Cooperative, Inc., Graham County Electric Cooperative, Inc., and Duncan Valley Electric 
Cooperative, Inc. 
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Regulatory Assets and Transition Revenues pursuant to A.A.C. R14-2-1607(D) and Arizona 

Corporation Commission (“Commission”) Decision No. 60977 (June 22, 1998). AEPCO’s filing 

sought approval of a Regulatory Asset Charge (“MC”) and a Competition Transition Charge 

(“CTC”) based on the “transition revenue” or “financial integrityy7 method authorized by Decision 

No. 60977. Pursuant to Procedural Order dated April 21 , 1999, as amended, AEPCO, Arizonans 

for Electric Choice and Competition (“AECC”), Mohave Electric Cooperative, Inc. (“Mohave”) and 

Commission Utilities Division Staff (“Staff’) filed testimony. On February 18, 2000, North Star 

Steel, Inc. (“North Star”), a special contract customer of AEPCO, and Mohave, were granted 

intervention. A hearing was held on February 28 and 29,2000. 

On May 22, 2000, AEPCO filed Settlement Agreements with two of its special contract 

customers which resolve all issues between the affected parties concerning the collection of 

stranded costs from these contract customers. In lisht of the Settlement Agreements, AECC 

dropped its opposition to AEPCO’s stranded cost recovery plan. 

Regulatory Asset Charge 

Regulatory assets are costs which would have been charged as expenses in a previous period 

absent an implicit promise by the Commission that they be deferred as an asset and collected from 

rate payers in the future. AEPCO’s regulatory assets arise from debt refinancing costs and the costs 

associated with the buy-out of its Carbon Coal all-requirements contract. They reflect costs that 

were incurred in prior periods to reduce AEPCO’s cost of service which had been deferred to match 

related revenues and expenses. In Decision No. 60977, the Commission recognized that because of 

the dificulty of mitigating regulatory assets, as well as the possible financial implications, their 

recovery should be assured. 

AEPCO’s regulatory assets totaled $21,849,000 as of December 1999. As its final position, 

AEPCO requested that its regulatory assets be amortized over approximately 11 years, and that the 

Commission approve an initial RAC of 1.55 mills per kWh, that gradually reduces to .21 mills per 

kWh in the year 2012 or until the full amount of AEPCO’s regulatory assets have been recovered, 

whichever occurs first. AEPCO adopted Staffs recommended amortization period. The 

calculation of AEPCO’s RAC is attached as Exhibit A. 

2 DECISION NO. 62 7 f 2 
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The costs associated with AEPCO’s regulatory assets are already included in current rates. 

Current rates would be adjusted to reflect the RAC to insure no double recovery. AEPCO’s Class 

A members would assess the RAC on all retail sales. 

To assure that there is no over-recovery of its regulatory assets, AEPCO requested that the 

Commission authorize it to make appropriate adjustments to the Distribution Cooperative bills so as 

to reduce the bill by the amount of the RAC in effect for any billing period during the amortization 

term. In addition, AEPCO anticipates transferring its transmission assets to a newly formed 

cooperative known as Southwestern Transmission Electric Power Cooperative, Inc. (“Southwest 

Transmission”). Consequently, AEPCO has requested that the Commission authorize AEPCO to 

assign the RAC to Southwest Transmission, if necessary to avoid accounting write-offs. 

AEPCO’s RAC is consistent with Decision No. 60977, permitting the full recovery of 

Regulatory Assets over a reasonable period. We adopt AEPCO’s RAC as reflected in Exhibit A. 

Competition Transition Charge 

Methodo1o.q 

AEPCO’s request for a CTC attempts to maintain AEPCO’s financial integrity during the 

transition to competition based upon the Debt Service Coverage (“DSC”) levels required by the 

Rural Utility Service (“RUS’). AEPCO’s revenue needs are based on (1) its need to meet current 

operating costs; (2) the financial criteria contained in existing mortgages; and, (3) its need to attract 

future debt capital from the Federal Financing Bank and National Rural Utilities Cooperative 

Finance Corporation and other sources. 

AEPCO’s transitional revenue is the difference between its total generation revenue 

requirement for Class A Members (Le. the revenue requirement necessary to meet generation 

related cost) less total generation market price revenues. Total generation price revenues are 

determined using a forecast of market price. AEPCO has agreed to Staffs recommended market 

pnce estimate of $.030 per kWh in the first year commencing July 1,2000. The transition revenues 

are then divided by the Distribution Cooperatives’ Arizona load to arrive at a charge per k w .  

Based on Staff‘s recommendations, AEPCO requested an initial CTC of S.0091 per kWh. The 

calculation of the CTC for the first year is attached hereto as Exhibit B. AEPCO and Staff agreed 

3 DECISION NO. L.2 7 5f 
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that the CTC should be collected over five years, or until July 1 ,  2005. AEPCO would assess the 

CTC on the Distribution Cooperatives, who would add it to their unbundled tariffs and collect it 

from their retail customers who elected to take power from another supplier. The Distribution 

Cooperatives, who comprise a majority of the members of AEPCO’s Board of Directors, agreed 

with the methodology of calculating the CTC. 

Pursuant to AEPCO’s proposal, as agreed to by Staff, the CTC would not be “trued-up” for 

either over or under collection, but would be reset on July 1,2001 and on July 1 of each subsequent 

year based upon the next year’s budget figures and an estimate of future market prices. AEPCO 

proposed to file with Staff its proposed recalculation of the CTC by May 1 of each year to afford 

time for Staff to ask questions concerning the proposal so the Commission could reset the CTC as 

of July 1. Pursuant to AEPCO’s proposal, if in any year, the calculations produced a zero or 

negative number, there would be no CTC in effect for that year. 

Staff concurred that there did not need to be a negative CTC as long as customers could 

eturn to Standard Offer Service on reasonable terms. In Staffs opinion the time frame to return a 

arge customer to the system should not be longer than three months unless good cause is shown, and 

urther, the price for the returning customer should be no higher than the cost of acquiring 

ncremental power, including transaction costs plus a reasonable margin. AEPCO noted that for the 

imited number of large non-standard offer customers on the AEPCO distribution cooperative 

?ystem, a notice period of three to six months would be necessary to arrange the details of and 

iccommodate their return. AEPCO claimed the precise notice and negotiation process is difficult to 

pecify because they hinge on such factors as (1) whether AEPCO has the power needed 

mmediately available from its own resources, (2) if not, how long it will take to arrange cost and 

,ther details for power from another supplier and (3) the precise load pattern and amount of 

:lectricity needs of the customer. AEPCO proposed that AEPCO should be required to negotiate 

iromptly with any large special contract customer for its return to the system and advise the 

:ommission if and why the return cannot be effectuated within 90 to 180 days of receipt of written 

iotice. 

We believe that during the period the CTC is in effect, it is reasonable to require AEPCO to 

4 DECISION NO. 6 2 7 5  
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notify the Commission within 60 days of a written request to return to the system from a large non- 

standard offer customer if that customer cannot be returned to the system within 90 days of its 

request. Such reports will enable the Commission to monitor how quickly large customers are 

being returned to the system and allow Staff to become involved early in the process in the event 

there is disagreement on the reasonableness of AEPCO’s actions. 

We agree with the methodology for calculating the CTC as agreed to by AEPCO and Staff 

By May 1 of every year through 2004, AEPCO shall file budget and market information sufficient 

to recalculate and justify a CTC for the following year. 

I~plicabilitv of CTC to North Star 

North Star, a contract customer of Mohave and AEPCO, urged the Commission to rule that 

neither AEPCO’s CTC or RAC should be assessed upon Mohave based on any North Star load that 

becomes competitive. North Star has a special three-party contract with Mohave and AEPCO for 

Mohave to provide North Star with non-firm power. According to North Star, neither AEPCO nor 

Mohave were required to build or contract for long term generation to serve North Star. North 

Star’s load is h l ly  interruptible and served by market generation sources which North Star has the 

ultimate discretion to select. Under the contract, Mohave and AEPCO purchase the energy from 

the sources North Star selects and transmits and delivers the energy to North Star. For their 

services, AEPCO and Mohave recover actual costs incurred and receive a combined 15 percent 

margin markup. 

AEPCO did not agree that no CTC should be charged to North Star. AEPCO argued that 

iecause its CTC is assessed on the Distribution Cooperatives, the determination of whether North 

;tar should be charged a CTC should be deferred until Mohave’s stranded cost proceeding. AEPCO 

Is0 argued that because of North Star’s late intervention this issue was not adequately addressed in 

his proceeding and failure to charge North Star a CTC and RAC will improperly and unfairly shift 

osts to other customers/owners on the AEPCO system. 

Mohave expressed concerns about the burden that may be placed on the Distribution 

:ooperatives to pay AEPCO’s authorized CTC in the event certain large-party contract customers 

ispute the applicability of the CTC after these customers choose competition. Mohave requested 

5 DECISIONNO. Ld 759 
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,,xification in this Order whether the CTC applies to three-party contract customers, and that if i t  

did, Mohave wanted clarifying language that the Distribution Cooperatives will not be responsible 

for paying an additional share of AEPCO’s CTC in the event these contract customers dispute the 

applicability of the CTC. 

In its closing brief Staff argued that AEPCO’s CTC should not apply to North Star because 

AEPCO has never made power supply commitments to serve North Star and thus had no expectation 

of continuing generation revenues from this customer. Staff argued that imposing a stranded cost 

sharge on an interruptible customer conflicts with the basic concept of stranded cost. Staff 

recommended that the CTC should be assessed only against firm load that purchases competitively. 

The issue of the applicability of the CTC and RAC to North Star should be deferred to 

Mohave’s stranded cost proceeding. If our decision in that matter adjusts the CTC authorized 

ierein, Mohave will only be required to collect from and remit to AEPCO the charges we authorize 

it that time in relation to North Star. 

4uulicabilitv of CTC to Other Contract Customers 

Subsequent to the hearing, on May 22, 2000, AEPCO filed two Settlement Agreements 

among (1) Phelps Dodge Corporation (“Phelps Dodge”), AEPCO and Trico and (2) Chemical Lime 

Zompany of Arizona (“Chemical Lime”) and AEPCO. Copies of the Settlement Agreements are 

2ttached hereto as Exhibit C, and incorporated herein by reference. Phelps Dodge and Chemical 

Lime are members of M C C ,  and intervenor AECC has accepted and agreed to both Settlement 

Agreements and has agreed to accept AEPCO’s methodology for determining its RAC and CTC. 

Phelps Dodge is a party to two special contracts with AEPCO and Trico. In their settlement, 

:he parties ageed that the CTC related to these contracts shall be 75 percent of the CTC approved by 

:he Commission. The parties also agreed that AEPCO’s RAC as approved by the Commission shall 

ipply to all power purchased by Phelps Dodge from a supplier other than AEPCO SO long as the 

U C  is in effect. The parties agreed to increase the rates under the special contracts and submit the 

imendments to the Commission for approvat. 

Chemical Lime and AEPCO are parties to a Peak Load Shedding Agreement. Chemical 

Lime and AEPCO have agreed that in the event Chemical Lime opts to take power from another 

6 I DECISION NO. 62 758 
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iupplier, the CTC related to the Chemical Lime load shall be 70 percent of the CTC approved by the 

Sommission, and that the R4C as approved by the Commission shall apply to all kWhs Chemical 

Lime takes from a power supplier other than AEPCO. 

The parties to the Settlement Agreements submitted them subsequent to the hearing and there 

ias been no testimony on their terms. Our concern is that contract customers pay their fair share of 

4EPCO’s stranded costs so that the smaller non-contract customers do not have to make up the 

iifference. Consequently, each year when AEPCO seeks to reset its CTC, we will require that the 

:alculations occur in the same sequence, first the Exhibit B calculation, then the calculation of the 

’helps Dodge and Chemical Lime CTCs. 

3ffect of Restructuring 

Mohave expressed concerns about the effect of AEPCO’s restructuring on the 

mplementation of a CTC. Under AEPCO’s contemplated restructuring pian, AEPCO’s Class A 

nembers will have the option of maintaining their current all-requirements wholesale power contract 

ir enter into a new Partial-Requirements Capacity and Energy Agreement (“PRA”). Under the PRA, 

he partial-requirements member receives an agreed upon percentage allocation of AEPCO’s current 

,apacity, and the partial-requirements member will be responsible to acquire hture capacity and 

:nergy above the P R 4  allocation to meet its load requirements. Mohave envisioned a scenario 

vhere a Standard Offer customer of a partial-requirements member elects to become a Direct Access 

ustomer at a point in time when the partial-requirements member is acquiring supplemental power 

esources from sources other than AEPCO. The loss of energy sales due to the customer electing 

Xrect Access will impact the resources provided by the partial-requirements member as well as 

LEPCO. Mohave believed that AEPCO wouId be entitled to collect its CTC for the sales that it 

x e s  due to the customer electing Direct Access, but that AEPCO should not be entitled to apply its 

:TC to that portion of the energy sales that the partial-requirements member had provided &om 

Ither sources. 

Mohave recognized that AEPCO’s restructuring is not complete and that it is currently 

inpossible to determine whether the implementation of the CTC plan contemplated herein will be a 

ontested issue for a potentia1 partial-requirements member. Mohave requested that the Commission 

DECISION NO. d-7 7 5  S‘ 7 
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nclude language in this Order that recognizes that AEPCO is currently engaged in restructuring and 

:hat this could require the re-examination of AEPCO’s stranded cost methodology as it applies to 

iartial-requirement members in a future proceeding. AEPCO agreed with Mohave that the issue 

:odd be deferred until the Commission considers approval of the contemplated restructuring. 

* * * * * * * * * * 

Having considered the entire record herein and being hlly advised in the premises, the 

:ommission finds, concludes, and orders that: 

FINDINGS OF FACT 

1. On August 21, 1998, AEPCO submitted its Application for Approval of its Filing as to 

iegulatory Assets and Transmission Revenues pursuant to A.A.C. R14-2- 1607(D) and Commission 

lecision No. 60977 (June 22, 1998). 

2. AEPCO’s filing sought approvaI of a RAC and a CTC based on the “transition 

,evenue” or “financial integrity” method authorized by Decision No. 60977, as modified by Decision 

qo. 61677 (April 27,1999). 

3. 

!8, and 29,2000. 

4. 

Pursuant to Procedural Order dated January 3, 2000, a hearing was held on February 

AEPCO, AECC, Mohave and Staff presented evidence at the hearing. North Star 

xoss-examined witnesses. 

5 .  

6.  

As of December 31, 1999, AEPCO had regulatory assets totaling $21,849,000. 

Commission Decision No, 60977 recognizes that the recovery of regulatory assets 

hould be assured. 

7. AEPCO proposed to amortize its Regulatory Assets over 11 years, which results in a 

L4C of 1.55 mills per kWh in the first year. The RAC graduaIly declines to .21 mills in 2012. 

EPCO’s RAC, as calculated in Exhibit A hereto, and incorporated by reference, is reasonable and in 

ccord with Commission Decision No. 60977. 

8. The R4C will be charged to a11 power sold in the Distribution Cooperatives’ service 

:rritories. The imposition of the RAC does not increase rates. 

9. AEPCO proposed that to assure that there is no over-recovery of its regulatory assets, 

8 DECISION NO. 62 7J8 
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the Commission authorize it to make appropriate adjustments to the Distribution Cooperative bills so 

as to reduce the bill by the amount of the R4C in effect for any billing period during the amortization 

term. In addition, AEPCO anticipates transfemng its transmission assets to a newly formed 

cooperative known as Southwest Transmission, and requested that the Commission authorize 

AEPCO to assign the RAC to Southwest Transmission if necessary to avoid accounting write-offs. 

10. AEPCO requested a CTC based on the “transition revenue” or “financial integrity” 

method of Stranded Cost recovery as authorized in Decision Nos. 60977 and 61677. 

1 1. AEPCO’s transitional revenue is the difference between its total generation revenue 

requirement for the Distribution Cooperatives less total generation market price revenues, determined 

using a forecast of market price. The calculation methodology of AEPCO’s CTC is set forth in 

Exhibit B, attached hereto and incorporated by reference. 

12. In the first year commencing July 1,2000, the parties have agreed that AEPCO’s CTC 

should be S.0091 per kWh based on a market price of generation of $.030 per kWh and generation 

revenue from the Distribution Cooperatives of S.0391 per kWh. 

13. AEPCO and Staff recommended that AEPCO should be authorized to collect a CTC 

for a period of five years, or until July 1,2005. 

14. AEPCO’s CTC will be applied to competitive power sales in the Distribution 

Cooperatives’ service temtories. 

15. North Star has a special three-party contract with Mohave and AEPCO for Mohave to 

provide North Star with non-firm power. Neither AEPCO or Mohave were required to build or 

contract for long term generation to serve North Star. North Star’s load is fully interruptible and 

served by market generation sources which North Star has the ultimate discretion to select. Under the 

contract Mohave and AEPCO purchase the energy from the sources North Star selects and transmits 

and delivers the energy to North Star. For their services, AEPCO and Mohave recover actual costs 

incurred and receive a combined 15 percent margin markup. 

16. Staff recommended that AEPCO’s CTC should not apply to North Star because 

4EPCO has never made power supply commitments to serve North Star and thus had no expectation 

D f  continuing generation revenues from this customer. 

9 DECISION NO. 62 75 8 
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North Star should be assessed the CTC and RAC and maintained th 

:he North Star issues should be deferred to Mohave’s stranded cost proceeding. 

18. AEPCO has reached agreement with Phelps Dodge and Trico, the parties to two 

;pecial purchase contracts, that in the event Phelps Dodge takes power from any supplier other than 

4EPCO during the period the CTC is in effect, Phelps Dodge will pay 75 percent of AEPCO’s 

iuthorized CTC then in effect, &d the full amount of the IWC. Furthermore, the parties agreed that 

.he rate paid under the contract would be increased, subject to Commission approval. A copy of the 

igreement among AEPCO, Phelps Dodge and Trico is attached hereto as Exhibit C, and incorporated 

iy reference. 

19. AEPCO has reached agreement with Chemical Lime, a special contract customer of 

4EPCO’s that in the event Chemical Lime opts to take power from a supplier other than AEPCO 

vhile AEPCO’s CTC is in effect, Chemical Lime will be responsible for 70 percent of the CTC then 

n effect. Chemical Lime will be responsible for 100 percent of AEPCO’s RAC then in effect. P 

:opy of the agreement between AEPCO and Chemical Lime is attached hereto as Exhibit C, ana 

ncorporated by reference. 

20. Phelps Dodge and Chemical Lime are members of AECC. In light of the Settlement 

Igreements, AECC agreed to drop its opposition to AEPCO’s stranded cost recovery plan. 

21. The Settlement Agreements among AEPCO, Trico, Phelps Dodge and Chemical Lime 

re reasonable and should be approved. Consequently, each year when AEPCO seeks to reset its 

ITC, it is reasonable to require AEPCO to first calculate the CTC in accordance with the 

nethodology in Exhibit B, followed by the calculation of the Phelps Dodge and Chemical Lime 

:TCs. 

22. Except as agreed in the Settlement Agreement between Phelps Dodge, AEPCO and 

’rico, no AEPCO member or customer will receive a rate increase on account of AEPCO’s stranded 

ost recovery plan. 

23. AEPCO is currently engaged in a restructuring process which will allow AEPCO’s all- 

Zquirements members to elect to become partial-requirements members. Mohave raised the issue 

rhether AEPCO’s CTC should apply to power sold competitively for which a partial-requirements 

10 DECISION NO. 62 358 
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member, and not AEPCO, has assumed the resource responsibility. The issue cannot be resolved 

mtil AEPCO’s restructuring is complete. Consequently, the parties recommend that the CTC 

authorized herein may be examined and, if appropriate, adjusted in a subsequent Commission 

x-oceeding dealing with AEPCO’s restructuring in the case of an all-requirements member 

Distribution Cooperative which elects as part of the restructuring to become a partial-requirements 

nember. 

24. AEPCO proposed that the CTC authorized herein shall be subject to appropriate retail 

ate adjustments, if any, in subsequent Distribution Cooperative stranded cost proceedings. 

CONCLUSIONS OF LAW 

1. AEPCO is a public service corporation within the meaning of Article XV of the 

4rizona Constitution and A.R.S. 55 40-202, -203, -250, -321, -322, -336, -361, -365, -367, and under 

he Arizona Revised Statutes, Title 40, generally. 

2. The Commission has jurisdiction over AEPCO and the subject matter of this 

iroceeding. 

3. 

4. 

Notice of the proceeding was provided as required by law. 

AEPCO’s stranded cost recovery plan as described and modified herein is just and 

.easonabIe and in the public interest and should be approved. 

5.  The recommendations set forth in Findings of Fact Nos. 7, 9, 12, 13, 17, 18, 19, 21, 

23, and 24 are reasonable and should be adopted, 

6. The Settlement Agreements attached hereto as Exhibit C are reasonable and in the 

iublic interest and should be approved. 

ORDER 

IT IS THEREFORE ORDERED that Arizona Electric Power Cooperative, Inc. is authorized 

UI initial Regulatory Asset Charge of $.00155 per kWh, to be charged to all power sold in Arizona 

Zlectric Power Cooperative, Inc.’s Class A Members’ service temtones commencing August 1 , 

!OOO, and which charge shall decline each year as reflected in Exhibit A hereto through the year 2012 

)r until the full amount of AEPCO’s regulatory assets have been recovered. 

IT IS FURTHER ORDERED that Arizona Electric Power Cooperative, Inc. is authorized an 

1 1  DECISION NO. 6 3  758 
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nitial Competition Transition Charge of S.0091 per kWh, to be applied to competitive power sales in 

he Class A Member distribution cooperatives’ service territories commencing August 1, 2000, and 

which charge shall be adjusted annually after Commission approval, through July 1,2005. 

IT IS FURTHER ORDERED that Arizona Electric Power Cooperative, Inc. shall file tariffs 

hat comply with the authorizations granted herein by July 3 1 , 2000. 

IT IS FURTHER ORDERED that on May 1, 2001, and on each subsequent iMay 1 through 

!004, AEPCO shall file reports with the Director of the Utilities Division that provide budget and 

narket information sufficient to recalculate its Competition Transition Charge for the following year 

ommencing July 1. 

IT IS FURTHER ORDERED that the Regulatory Asset Charge approved herein is assignable 

o and may be collected by Southwest Transmission Electric Power Cooperative, Inc. 

IT IS FURTHER ORDERED that the North Star related Competition Transition Charge and 

Legulatory Asset Charge issues shall be deferred for resolution in the Mohave Electric Cooperative 

tranded cost proceeding. 

IT IS FURTHER ORDERED that the Settlement Agreements attached hereto as Exhibit C are 

pproved. 

IT IS FURTHER ORDERED that the Competition Transition Charge authorized herein may 

le examined and, if appropriate, adjusted in a subsequent Commission proceeding dealing with 

LEPCO’S restructuring in the case of an all-requirements member Distribution Cooperative which 

lects as part of the restructuring to become a partial-requirements member. 

IT IS FURTHER ORDERED that the Competition Transition Charge authorized herein shall 

e subject to appropriate retail rate adjustments, if any, in subsequent Distribution Cooperative 

tranded cost proceeding. 

. .  

. .  

. .  
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IT IS FURTHER ORDERED that Arizona Electric w e r  Cooperative, Inc. shall comply 

with Findings of Fact Nos. 7,9,  12, 13, 17, 18, 19,21,23 and 24. 

IT IS FURTHER ORDERED that this Decision shall become effective immediately. 

BY ORDER OF THE ARIZONA CORPORATION COMMISSION. 

COMMISSIONER COMMISSIONER ZHAIRMAN 

IN WITNESS WHEREOF, I, BRIAN C. McNEIL, Executive 
Secretary of the Arizona Corporation Commission, have 
hereunto set my hand and caused the official seal of the 
Commission to be fixed at the Capitol, in the City of Phoenix, 

1 
t h i s m k  day of f i  4. ,2000. 

DISSENT UAL 
IR:bbs 7 

U 
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Exhibit B 
ARIZONA ELECTRIC POWER COOPERATIVE, INC. 

Calculation of Transitional Revenue (excl Regulatory Assets) - $000’~ 
Estimated Year 2000 

1. Revenue Requirement Calculation class A (excl r\nZll 
OperatinP Expenses - Aoache Station and Purchase Power 
Fuel Expense - Steam 33,418 
Fuel Expense - Gas Turbine 1,603 
Steam Turbine Operations 6,502 
Steam Turbine Maintenance 5,33 1 
Gas Turbine Operations 45 

Purchased Power 25.181 
Subtotal 75,117 

Gas Turbine Maintenance 38 

Adminishation, Depreciation & Taxes 
A&G Allocation (7.65%) 
Depreciation 
Taxes, Other than Income 

Sub to tal 

Interest Expense and Interest Income - (76.65%) 
Interest on Long-term Debt 
Debt Issuance Costs 
Interest Income 

Subtotal 

Debt Service Coveraee (DSC) Requirement 
DSC Requirement 

7,750 
6,684 
4.656 

19,120 

15,159 
325 

-2,565 
12,949 

Total Generation Revenue Requirement 112.245 

Less Non-iurisdictionnl Revenue (Generation Onlv) 
Anza 
Other Non-Jurisdictional Revenue - Firm (exci. Transmission) 
Other Non-Jurisdictional Revenue - non-fm (excl Transmission) 

Subtotal 

Total Generation Revenue Requirement Class A (exci Anza) 
Actual Dollars per KWh - Class A Loads (excl Anza) 

2. Market Price Revenue Calculation 
Class A Loads (excl Anza) 

1,552 
42,243 
11,286 
55,351 

56,864 
0.0391 

1,453 

Estimated Market Price %/MWh 30.00 

Total Generation Market Price Revenues 43,590 

3. Transition Revenue 
Total Generation Revenue Req. Class A (excl Anza) 
Less: Total Generation Market Price Revenues 

Dollars per KWh CTC - Class A Loads (excl Arm) 
Transition Revenue 

56,856 
43.590 
13,214 
.009 1 
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EXHIBIT C 

SETTLEMENT AGREEMENT 

b 
Ths Agreement is entered into this E day of May, 2000 among Phelps Dodge 

Corporation, formerly known as Cyprus Siemta Corporation (“PD Siemta”), Arizona 

Electric Power Cooperative, Irk. (”AEPCO”) and Trico Electric Cooperative, Inc. 

("Trice") (collectively referred to as the “Parties”). 

Whereas, AEPCO, Trico and PD Siemta, as the successor-in-interest to Cyprus 

Siemta Corporation, are parties to that certain Purchase Agreement dated April 22, 1994, 

as amended (“Purchase Agreement”) and that certain Contingent Well Service 

Agreement dated April 12, 1996, as amended (“Well Agreement”); and 

Whereas, PD Sierrita individually ,and as a member of Arizonans for Electric 

Choice and Competition (“AECC”) has intervened in opposition to AEPCO’s request for 

approval of its filing as to regulatory assets and transition revenues in Docket No. E- 

O 1773A-984470 (the “Stranded Cost Case”) before the Arizona Corporation 

Commission (“Commission”); and 

. 

Whereas, the Parties have agreed to settle their differences as to the Stranded Cost 

Case and with certain contract modifications on the basis as outlined herein. 

DECISION NO. 627-5-8 

Now, therefore, the Parties agree as follows: 
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1. PD Siemta, AEPCO and Trico agree that the competition transition charge 

(“CTC”) for AEPCO as to the Purchase Agreement shall be 75% of the AEPCO CTC 

approved by the Commission (as the same may be reset) applied against all kWh’s taken 

up to and including the energy equivalent of five ( 5 )  MW at a 100% monthly load factor. 

The Parties further agree that the CTC for AEPCO as to the Well Agreement shall be 

75% of the AEPCO CTC approved by the Commission (as the same may be reset) 

applied against all kwh’s taken. The CTC’s specified herein for PD Sienita shall be in 

effect as of any day that PD Sierrita takes service for the Purchase Agreement or Well 

Agreement loads from a power supplier other than AEPCO and shall remain in effect and 

be paid by PD Sierrita so long as the AEPCO CTC is in effect. 

2. The Parties agree that the Regulatory Asset Surcharge (“Surcharge”) 

approved by the Commission shall be in effect as to all kwh’s taken monthly as of any 

day that PD Siemta takes service for the Purchase Agreement or Well Agreement loads 

from a power supplier other than AEPCO and shall be paid by PD Sierrita so long as the 

Surcharge is in effect. 

- 
J. As a further settlement tern, the Parties have also agreed to increase 

AEPCO’s rates under the Purchase Agreement and Well Agreement, effective as of 

January 1,200 1 through the remaining term of these agreements. The Parties will 

promptly prepare, execute and file appropriate amendments reflecting such increase with 

the Commission for its approval. 
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4. PD Sierrita and AECC will promptIy indicate in writing to the Parties, the 

Hearing Officer and the Commission in the Stranded Cost Case that the CTCs and 

Surcharge specified in paragraphs 1 and 2 should be approved by the Commission and 

should be authorized to be flowed through and collected fiom PD Sierrita in any 

subsequent Trico Stranded Cost proceeding. PD Sierrita and AECC will also promptly 

indicate in writing to the Parties, the Hearing Oficer and the Commission their support 

for the approval by the Commission of the transition revenues and regulatory asset 

positions set forth by AEPCO in its Opening and Reply Memoranda in the Stranded Cost 

Case including without limitation AEPCO’s proposal as to an initial CTC, its proposed 

CTC resetting procedure and its proposed Surcharge as reflected in Exhibit LS-RA. PD 

Sierrita and AECC will not take any position or action before the Commission which is 

inconsistent with the agreements and understandings set forth herein in the Stranded Cost 

Case or in any subsequent distribution cooperative Stranded Cost proceeding. AEPCO is 

authorized to file this Agreement with the Commission as evidence of these 

understandings and positions. 

5 .  Each provision of this Settlement Agreement is in consideration and 

support of all the other provisions and is expressly conditioned upon acceptance and 

approval by the Commission without change. In the event the Commission fails to 

implement this Settlement Agreement according to its terms, this Settlement Agreement 

shall be deemed withdrawn and the Parties shall be free to pursue their respective 

positions in these proceedings without prejudice. 
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PHELPS DODGE CORPORATION, 
formerly known as Cyprus Siemta 
Corporation 

ARIZONA ELECTRIC POWER 
COOPERATIVE, DIG. 

TRICO ELECTRIC COOPERATIVE, INC. 

Bv 
Its 

Accepted and Agreed: 
Arizonans for Electric Choice and Competition 

Bv 
Its 
10421-0010/835561 
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P E D S  DODGE CORPORATION, 
formerIy known as Cyprus Sierrita 
Corporation 

ARIZONA ELECTRIC POWER 
COOPERATWE, DTC- 

BY 
Its 

TRICO ELECTRIC COOPERATIVE, hTC. 

Accepted and Agreed: 
Arizonans for EIectric Choice and Competition 
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PHELPS DODGE CORPORATION, 
Formerly known as Cyprus Siemta 
Corporation 

BY 

Its 

ARIZONA ELECTRK POWER 
COOPERATIVE, N C .  

TRICO ELECTRIC COOPERATIVE, INC. 

Accepted and Aseed: 
Arizonans for Electric Choice and Competition 

a,, 
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SETTLEMENT AGREEMENT 

sa This Agreement is entered into this & day of May, 2000 between Chemical 

Lime Company of Arizona, formerly known as Chemstar, Inc. (“Chemical Lime”) and 

Arizona Electric Power Cooperative, Inc. (“AEPCO”) (collectively referred to as the 

‘~Parties”). 

Whereas, AEPCO and Chemical Lime are parties to that certain Peak Load 

Shedding Agreement dated October 10, 1989; and 

Whereas, Chemical Lime as a member of Arizonans for Electric Choice and 

Competition (“AECC”) has intervened in opposition to AEPCO’s request for approval of 

its filing as to regulatory assets and transition revenues in Docket No. E-01773A-98-0470 

(the “Stranded Cost Case”) before the Arizona Corporation Commission 

(“Commission”); and 

Whereas, the Parties have agreed to settle their differences as to the Stranded Cost 

Case on the basis as outlined herein. 

Now, therefore, the Parties agree as follows: 

1. Chemical Lime and AEPCO agree that the competition transition charge 

(“CTC”) for AEPCO in relation to the Chemical Lime load shall be 70% of the AEPCO 

CTC approved by the Commission (as the same may be reset) applied against all kWh’s 
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taken. It shall be in effect as of any day that Chemical Lime takes power from a power 

supplier other than PLEPCO and shall remain in effect and be paid by Chemical Lime so 

long as the AEPCO CTC is in effect. 

2. The Parties agree that a Regulatory Assets Surcharge (“Surcharge”) 

approved by the Commission shall be in effect as to all kwh‘s taken as of any day that 

Chemical Lime takes service from a power supplier other than AEPCO and shall be paid 

by Chemical Lime so long as the Surcharge remains in effect. 

3. Chemical Lime and AECC will promptly indicate in writing to the parties, 

the Hearing Officer and the Commission in the Stranded Cost Case that (a) the CTC and 

Surcharge specified in paragraphs 1 and 2 should be approved by the Commission and 

should be authorized to be flowed through and collected from Chemical Lime in any 

subsequent Mohave Electric Cooperative stranded cost proceeding and (b) they support 

the approval by the Commission of the transition revenues and regulatory asset positions 

set forth by AEPCO in its Opening and Reply Memoranda in the Stranded Cost Case 

including without limitation AEPCO’s proposal as to an initial CTC, its proposed CTC 

resetting procedure and its proposed Surcharge as reflected in E‘xhibit LS-RA. Chemical 

Lime and AECC will not take any position or action before the Commission which is 

inconsistent with the agreements and understandings set forth herein in the Stranded Cost 

Case or in any subsequent distribution cooperative stranded cost proceeding. AEPCO is 

authorized to file this Agreement with the Commission as evidence of these 

understandings and positions. 
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4. Each provision of this Settlement Agreement is in consideration and 

support of all the other provisions and is expressly conditioned upon acceptance and 

approval by the Commission without change. In the event the Commission fails to 

implement this Settlement Agreement according to its terms, this Settlement Agreement 

shall be'deemed withdrawn and the Parties shall be free to pursue their respective 

positions in these proceedings without prejudice. 

I 
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CHEMICAL LIME COMPANY OF 
ARIZONA, formerly known as Chemstar, 
Inc . 

BY 
Its 

ARIZONA ELECTRIC POWER 
COOPERATIVE, MC. 

Accepted and Agreed: 
Arizonans for Electric Choice and Competition 

10421-00 10/83587S 
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CHEMICAL LIME COiMPANY OF 
ARIZONA, f n l y  known as Chemstar, 
InC. 

AREONA ELECTRIC POWER 
COOPERATIVE, WC. 

B Y  
rtts 

Accepted and Agreed: 
Arizonans for Electric Choice and Competition 
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Dissenting Opinion 

Docket No. E-01773A-98-0470 
Arizona Electric Power Cooperative - Stranded Cost Determination 

Decision No. La7 58 

This is a case of the Arizona Electric Power Cooperative (AEPCO) having their cake and 

eating it too. Less that one week ago, Judge Colin Campbell granted AEPCO’s motion for 

summary judgment (in part) in the case of Tuscon Electric Po wer v. Anzona Corn - oratioq 

ission, on the grounds that, “the [electric competition] rules are invalid for failure to 

provide for the Commission ascertaining the fair value of property of public service corporations 

under Article 15, section 3” of the Arizona Constitution. Indeed, AEPCO argued that because 

there was no provision in the Electric Competition Rules for the consideration of a finding of fair 

value of property, they were invalid. 

. .  

Six days after Judge Campbell issued his minute entry order, AEPCO Carrie before the 

Commission seeking an approval of its filing as to regulatory assets and transition revenues, 

including a stranded cost determination. My simple question to AEPCO’s attorney was whether 

a fair value determination was made concerning the Cooperatives’ property. He responded that 

no fair value determination was made during the proceedings. I then questioned the attorney 

how AEPCO can ask this Commission to proceed on its application without a finding of fair 

value, when less than one week earlier it was successful in invalidating the Commission’s 

1 2 0 3  WEST WASHINGTON: PHOENIX. ARIZONA 85007.2996 I 4 0 0  WEST CONGRESS STREET: TUCSON. ARIZONA 85701-1347 

wmv.cc.state.az.u$ 
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Electric Competition Rules - based on the argument that they violated the Arizona Constitution 

for failure to provide for an ascertation of fair value? His smile was all the answer I needed. 

Today’s decision to approve AEPCO’s stranded cost filing defies common sense, 

especially in light of Judge Campbell’s minute entry order granting (in part) the company’s 

motion for summary judgment. I find it highly disingenuous for an entity to -- on the one hand 

- seek, and apparently succeed, to invalidate this Commission’s rules governing electric 

competition, while on the other hand seek approval of its stranded cost filing (money to be paid 

by its customers as a result of competition) based on those same exact set of rules. 

For the reasons noted above, I must respectfully dissent. 

d 
Dated: July 26,2000 

Jim Irvin, Commissioner 
Arizona Corporation Commission 



-. 


